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1. Why do corporations sell bonds?
Answer
The corporations sell bonds because they need to raise the money. Selling bonds is quite more attractive way to raise money than borrow from bank as the interest rate that the corporations have to pay for bonds is less than bank loan rate causing the borrowing process becomes more efficient and less expensive. Sometimes, issuing bond gives more freedom for corporations to operate their business than making an agreement with the bank loan as it has variety limits. Moreover, Selling bonds is the way to raise capital or money without diluting the current shareholders’ equity.

2. What are the differences among a debenture, a mortgage bond, and a subordinated debenture?
Answer
Debenture 
is one type of bond that doesn’t have collateral or it is unsecured long-term debt. As it is unsecured bond and lack of collateral or very risky, so it should pay the high level of interest rate.
A subordinated debenture 
is similar to the debenture but in this case they are paid as a subordinate issue. It means that the subordinate debenture is like a junior debt to the more senior debenture in case of insolvency. Moreover, In the case that the corporation does become insolvent, the more subordinated debenture note is the more risky.
Mortgage Bonds 
When a company builds a new factory or buys new equipment, it will give those assets as collateral for the money being borrowed in the bond market. 
* The collateral is the key different between mortgage bonds and debenture since the mortgage bonds is collateralized by something that can be sold in order to pay the bondholders in the case of company default on payment or going to bankrupt while the debenture has no the collateral. The debentures are the unsecured debt and look only at the credit of issuing company.

3. Why would an investor purchase a convertible bond or a high-yield bond? 
Answer
The investors buy convertible bond as they can trade the bond for equity and achieve potentially high dividends when the company perform well at the time of trade. If the company is not performing as well as they desire, the bondholder has the security of a bond and the option of cashing in the bond at the maturity date. Moreover, value of a convertible bond would not fall lower than the price at which the yield would be on par. And it also offers safety in a bear market and allows investors to convert to equity when the stock value increases. Investors buy convertible bonds to gain a higher current yield and less downside, since the convertible should trade to its bond value in the case of a steep drop in the common share price.
High yield bonds do not correlate exactly with either investment grade bond or stock so, they are less vulnerable to the change in interest rate. Moreover, it is similar to the stock, which rely on the strength of economy. The low level of correlation of this high yield bonds can be a good way to reduce the portfolio risk. Another appealing of this bond is it will give the opportunity to generate higher return and increase interest payments.

4. Describe three reasons a corporation would sell convertible bonds.
Answer
- Corporation issues convertible bonds to reduce the interest rate as this bond tends to demand lower interest rate compared to standard nominal bonds because of stock purchase option. 
- The amount issued of convertible bond does not show up in the balance sheet of company as a debt.
- Issuing convertible bond to get tax deduction of interest, which can decrease the cost of capital for company and can help firm to secure equity financing in a delayed manner. 

5. Explain the methods that corporations can use to repay a bond issue.
Answer
	There are 2 main methods that corporations can use to repay a bond issue.
· Company can issue serial bonds, which used to finance project and it is the bonds with the different maturity but at the same date. Then company can repay the amount of principle back in different time. 
· Company should put and end the fund to saving account or sinking a fund. Sinking a fund is a part of preferred stock that requires the issuer to set money aside in a separate account for the purpose of redeeming the bonds.
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